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Detailed Description 

... 414 1.732 2.449 3 3.464 3.872 4.242 6 

The currency volatility parameter must be able to be entered and 
modified online via the TFA for each FRA. . . 

...traded on the local 

floor. And as previously explained, the linear calculation method for the 

contract period or "gap" (the "three month equivalent") is a fixed 
formula that can't be modified online. 

3 mo. Equivalent factor of mos in gap)/3... 
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Claim 

... contract) to thirty years into the future. Therefore, the resulting 
credit exposure (i.e., the value of a contract at a future time) is 
over the life of a contract of... credit risk between two parties to 
almost zero by the 

posting of collateral against the value of a portfolio of derivatives 
covered by a singie ISDA (International Swap and Derivatives 
Association. . . 

...Binary - takes into account the maturity (quoted in 
months from trade date) of the financial contract . 
Method 3: Complex - This is based on the RQ of each contract 
within maturity bands. The system calculates a RQ for each 
instrument in the form of... 
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. . .However, the line binary method adds a further restriction of a maximum 
maturity of any contract tradable. The added restriction is preferably 
expressed by the number of months into the future... 

...using RQ units, but which desire a method to limit potential exposure to 
longer dated contracts (for example, a temporary step) . 
The complex method allows each business unit to exactly stipulate... 
mentioned, the credit risk in a derivatives transaction is relatively 
complex. For instance, though derivative contracts come in many forms, 
the majority have a fair credit value of zero at the time the 
transaction is initially entered into. That is, no funds are transferred 
between the parties at the time the contract is created. Rather, the 
contract places an obligation on both over the term of the contract . 
Further, both parties are entering into a contract which requires them 
to accept a certain amount of risk. The RQ is a unit of credit risk which 
allows all contracts to be compared on a like basis, at virtually any 
point in time. The RQ. . . 

...exposure may be expressed as follows: 
E(t) = max(A(t)-L(t) , 0) 

This formula is similar to the intrinsic value of a call option. The 
key 

difference is that both A(t) and L(t... 
...Cr2(t) -r(t) 
di= C(t) Crit-)2 

where cr(t) is the daily volatility (in percent) that takes into 
account that both A(t) and L(t) are random. The maximum exposure estimate 
is based on the following 
equation : 

ME ( ...8(t) is the discount factor at future time t. 
For FRA's, the following equations apply: 
SUBSTITUTE SHEET (RULE 26) 

A(t) = *discountFactor (t, s) *x+ (1 +f loatingCoupon) *discountf actor 
(t. . . 

. . . s, x = 1, and 
for t> =s, x=0. 

Then we can apply the above formula for RQ to get the expected exposure 
at time t. By choosing the time partition tO, tl, t2 . . . . , tn and calculate 
the expected exposure at each point and use the formulae of RQ, the RQ 
of this FRA can be calculated. For SWAP'S, the following equations 
apply for any time (ti < t < = ti + 1) : 
11 

A(t ) =ZfloatingCoupor@tl) *discountFactoKt , t j . . . 
...time tj, and f ixedCoupon (t j ) is the fixed coupon at time t j . Then apply 
the formulae of option pricing approach, we can get the expected 
exposure at time t, by averaging ... point . Regardless of the credit 
preference type, the trader workstation 20 generates a maximum maturity 
value that determines how an order will be color coded. The maximum 
maturity value is in the form of an integer n digits in length, with 
the right-most... 

...month, 14 days. The method by which credit 

preferences are converted to a maximum maturity value is represented by 

Table 2 below. 

Preference Maximum Maturity 

Type 

Binary No -2" , the smallest possible integer value 
SUBSTITUTE SHEET (RULE 26) 
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Binary Yes 232 

1, the largest possible integer value 

Line Binary The maximum maturity associated with the preference 
(e.g., Line Binary/ 12 has... 

. .000 
12000 0 
TABLE 2 

Every instrument in the system 10 possesses a maximum maturity value . 
To determine whether a particular order can be traded, the maximum 
maturity for the order... 
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